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MINNESOTA STATE BOARD OF 
ACCOUNTANCY
Examination of May, 1932
MINNESOTA STATE BOARD OF 
ACCOUNTANCY 
EXAMINATION QUESTIONS 
Accounting Theory 
THURSDAY, MAY 19, 1932 — 8:30 A.M. to 12 M. 
(Answer ten questions, including either 11 or 12) 
Question 1: 
The X and Y Companies, competing enterprises, merge and form the Z 
Company. Their net worths on the day of the merger are as follows: 
Particulars X Company Y Company 
Preferred stock—300 shares $ 3 0 , 0 0 0 
Common stock—500 shares 5 0 , 0 0 0 
Common stock—1,000 shares $ 1 0 0 , 0 0 0 
Earned surplus 7 6 0 , 0 0 0 3 0 0 , 0 0 0 
Total net worths $ 8 4 0 , 0 0 0 $ 4 0 0 , 0 0 0 
Immediately before the merger the preferred stock of the X Company is 
retired and a cash dividend of 20% and a dividend of 300% payable in com­
mon stock are declared on the common stock. In this manner the book value 
of each share of outstanding stock of both companies is fixed at $400 per share. 
The merger is then effected, 3,000 shares (par $100) of the stock of the newly-
formed Z Company being exchanged, par for par, for the stock of the old 
companies. 
Your opinion is solicited as to the correct disposal of the two earned-
surplus accounts in opening the books of the Z Company. 
Question 2: 
Outline and explain several methods which may be used to determine 
the amount of the reserve for bad debts on notes and accounts receivable. 
Question 3: 
You are called upon to determine whether the following items appearing 
in the accounts of the Y Chain Stores, Inc., for 1931, should be charged to cur­
rent operations, to earned surplus, or to the various forms of capital surplus: 
(a) Unamortized portion of bond discount and expense in connection 
with retirement during the year of funded debt; 
(b) Provision for probable decline in value of investments of subsidiary 
companies; 
(c) Provision for reserve for rent losses on stores of chains purchased 
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and since closed to avoid duplication; 
(d) Write-down of inventory acquired during year due to market declines 
at end of year; 
(e) Balance of preopening expenses of retail stores and mail-order plants, 
heretofore deferred; 
(f) Provision for possible loss on foreign exchange; 
(g) Net loss on sale of equipment; 
(h) Reduction to par value of own stock held in treasury. 
Question 4: 
A client of yours, engaged in printing and binding, asks you to examine 
a contract which he has entered into with a dealer in school textbooks. Fol­
lowing are the principal provisions of the contract: 
(1) Your client is to print and assemble 10,000 arithmetic texts for each 
of the eight grammar-school grades, which are to become the property of the 
purchaser immediately upon completion of the assembly operation, and before 
they are bound with covers. 
(2) 2,000 of each grade are to be bound and shipped as soon as possible, 
but within sixty days after the signing of the contract; the remainder, unbound, 
is to be placed in a warehouse in four distinct and equal lots. 
(3) Sixty days after the first shipment has been made one of the ware­
house lots is to be withdrawn, bound and shipped; and each of the other lots 
is to be withdrawn, bound and shipped at successive sixty-day intervals. 
(4) When the assembled books have been placed in the warehouse your 
client is to place separate insurance policies on each lot in the name of the 
purchaser and to bill him for the premium. 
(5) Your client is to be reimbursed monthly for the storage charges he is 
required to pay. 
(6) The purchaser is to be invoiced for each shipment individually, pay­
ment to be made within ten days. 
(7) The total contract price is $88,000.00. 
The estimate sheet from which the selling price was derived showed that 
the total cost of each bound book would be 64c and that the cost of binding 
would comprise 24c of the total. 
What accounting procedure should be followed so that your client's 
monthly operating statements may properly reflect earnings? 
Question 5: 
What is your understanding of the following kinds of balance sheets: 
(1) Tentative 
(2) Condensed 
(3) Descriptive 
(4) Comparative 
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(5) Fund 
(6) Consolidated 
Question 6: 
In the preparation of a statement of application of funds how would you 
dispose of the following items: 
(a) Net increase in bad-debt reserve due to: 
Increase in reserve representing the charge to 
bad-debt expense $ 38,462.19 
Uncollectible accounts written off during the 
year and charged against the reserve 32,264.81 
Net increase $ 6,197.38 
(b) Net increase in reserve for depreciation due to: 
Depreciation charged off during the year $162,429.98 
Fully depreciated assets written off against 
the reserve 26,819.37 
Net increase $135,610.61 
Question 7: 
What is your conception of a current asset? 
Give your reasons for the inclusion in or exclusion from current assets of 
the following items at December 31, 1931: 
(a) Securities having a readily realizable market value at the balance-sheet 
date. These identical securities have been owned for two years and the man­
agement states that the intention is to hold them until the funds represented 
therein are needed. 
(b) Unexpired insurance premiums. 
(c) A note receivable for $100,000.00 which falls due January 4, 1933. 
(d) Inventories of obsolete parts whose sale is somewhat problematical. 
A supply of these parts is necessary in order to service old-style machines which 
are still in use throughout the country. 
(e) Unamortized bond discount, all of which will be charged off during 
the coming year. 
(f) Cash deposited in special dividend account for the express purpose of 
paying a dividend already declared and due ten days following the balance-
sheet date. 
(g) Cash in hands of sinking fund trustee, all of which is to be used to 
retire serial bonds and meet interest payments maturing within eight months 
after the balance-sheet date. 
Question 8: 
Would it be necessary for the auditor to set up a reserve for uncollectible 
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accounts in either of the following cases? If a reserve is necessary how would 
you compute it? 
(a) A dealer in chattel-mortgage loans charges a 10% commission on 
each loan made. The commission is credited to unrealized commissions; an 
amount equal to 10% of cash collections is periodically transferred from un­
realized to realized commissions. Past records prove that the collateral accepted 
as security has always been sufficient to cover the unpaid balances of foreclosed 
accounts. Would your answer be the same if the commission was credited in 
its entirety to income at the time the loan was granted? 
(b) A merchant sells his goods on open account on the installment plan. 
The gross profit, which is 60%, is credited to unrealized profit and an amount 
equal to 60% of cash collections is periodically transferred from unrealized to 
realized profit. In the event that an account proves uncollectible, it is im­
possible for the merchant to repossess the merchandise. Would your answer 
be the same if the entire gross profit was taken up as income when each 
sale was made? 
Question 9: 
What is your understanding of the character of the following accounts? 
Indicate their place in the financial statements of a corporation. 
(a) Reserve for uncollectible accounts 
(b) Certificates of deposit 
(c) Accrued interest receivable 
(d) Unabsorbed factory burden 
(e) Reserve for Federal income tax 
(f) Reserve for loss on uninsured property 
(g) Goodwill arising through consolidation 
(h) Leasehold improvements 
Question 10: 
How should bond discount and the bond liability be expressed in consoli­
dated financial statements prepared on December 31, 1931, under the following 
circumstances? 
The Eastlake Corporation owns 80% of the capital stock, acquired in 
1926, and 50% of the bonded indebtedness of the Illinois Dredge Company. 
The bonds of the Illinois Dredge Company, which had a par value of $100,-
000.00, were sold to the public on August 1, 1928, for $90,000.00 cash. On 
March 15, 1931, the Eastlake Corporation acquired Illinois Dredge Company 
bonds having a par value of $50,000.00 at a cost of $48,000.00. 
The bond issue matures August 1, 1938, and at December 31, 1931, the 
unamortized bond discount appears as $6,583.33 on the balance sheet of Illinois 
Dredge Company. 
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Question 11: 
The Reliable Manufacturing Company purchased 85% of the capital 
stock of the Marquette Company at March 31, 1932, at which date the balance 
sheet of the latter company was as follows: 
ASSETS 
Cash $ 3,182.16 
Accounts receivable 96,312.14 
Inventories 71,611.22 
Other current assets 2,631.87 
Fixed assets at appreciated values (net) 192,614.63 
Patents 1.00 
Total assets $366,353.02 
LIABILITIES AND NET WORTH 
Accounts and notes payable $ 67,979.40 
Common no-par stock at paid-in values, 2,000 shares.... 184,375.00 
Earned surplus 63,998.62 
Surplus arising from appreciation of physical properties... 50,000.00 
Total liabilities and net worth $366,353.02 
The purchase price paid for the 1,700 shares of Marquette Company stock 
was $300,000.00. The sole purpose of the transaction was the desire on the 
part of the directors of the Reliable Manufacturing Company to obtain the use 
of certain patents held by the Marquette Company. 
Steps were taken immediately to dissolve the Marquette Company by sell­
ing most of its assets and distributing the proceeds to stockholders as follows: 
Cash: 
On hand $ 3,182.16 
Proceeds from sale of all assets except inventories 
and patents 225,000.00 
Total $228,182.16 
Paid to creditors 67,979.40 
Net cash $160,202.76 
Inventories at agreed valuation 65,000.00 
Patents at agreed valuation 250,000.00 
Total distributable assets $475,202.76 
Distributed to: 
Minority stockholders in cash—15% $ 71,280.41 
Reliable Manufacturing Company—85% 
Cash $ 88,922.35 
Inventories and patents 315,000.00 403,922.35 
Total, as above $475,202.76 
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The above transactions were approved by the directors and stockholders 
of both companies. 
What valuation should be placed upon the patents and inventories ac­
quired by the Reliable Manufacturing Company as a result of the above-men­
tioned transactions? What disposition should be made by the company of the 
liquidating cash dividend of $88,922.35? 
Question 12: 
Prepare an analysis of the causes of the decrease of $1,597.33 in gross 
profits of the M Company during 1931 as reflected in the following statement 
of gross profit: 
Cost of Sales 
Particulars Net Sales Material Labor Overhead 
1930— 
Department A . $247,378.90 $ 66,792.30 $32,159.26 $49,475.78 
Ratio to net sales. . . 100.00% 27.00% 13.00% 20.00% 
Department B 79,855.06 35,136.23 16,769.56 22,359.42 
Ratio to net sales.. . 100.00% 44.00% 21.00% 28.00% 
Department C 54,879.22 30,183.57 14,268.60 18,110.14 
Ratio to net sales. . . 100.00% 55.00% 26.00% 33.00% 
Totals $382,113.18 $132,112.10 $63,197.42 $89,945.34 
Ratio to net sales. . . 100.00%- 34.57% 16.54% 23.54% 
1931— 
Department A . $199,486.75 $ 59,846.03 $19,948.68 $43,887.08 
Ratio to net sales.. . 100.00% 30.00% 10.00% 22.00% 
Department B 92,647.80 33,353.21 15,750.13 24,088.43 
Ratio to net sales.. . 100.00% 36.00% 17.00% 26.00% 
Totals . $292,134.55 $ 93,199.24 $35,698.81 $67,975.51 
Ratio to net sales.. . 100.00% 31.90% 12.22% 23.27% 
The number of units and the character of the products sold in Depart­
ments A and B remained practically the same in both years. Department C, 
being unprofitable, was eliminated in December, 1930. 
MINNESOTA STATE BOARD OF 
ACCOUNTANCY 
EXAMINATION QUESTIONS 
Auditing 
FRIDAY, MAY 20, 1932 — 8:30 A.M. to 12 M. 
(Answer ten questions, including either 10 or 12) 
Question 1: 
During the course of an audit as at December 31, 1931, you find that your 
client in 1925 purchased two acres of land adjacent to its present plant for 
future expansion, subject to a first mortgage, the maturity of which was May 
10, 1929. The mortgage has not been refinanced but has been extended for 
one year at each May 10th since 1929, the date of the annual 6% interest pay­
ment. The bank which owns the mortgage informs you that, subject to the 
usual interest payment at May 10, 1932, it will grant the customary one-year 
extension of the mortgage to May 10, 1933. Your client is in good financial 
position. How will you show the mortgage liability on the balance sheet? 
Question 2: 
The Boyles Corporation, for which you have been auditor since its organi­
zation in 1926, manufactures and sells direct to consumers a health appliance 
in one size and style. In 1931, sales volume was less and unit manufacturing 
costs and expenses higher than in 1930. Outline the type of data you would 
include in your annual report for the year 1931, under your comments on the 
operating results. 
Question 3: 
You are called upon by Mr. John A. Wall, President of the Wall Paper 
Company, to furnish him with a brief memorandum setting forth the advan­
tages of an annual audit of the company's accounts. He explains that while 
he feels disposed to employ your services, several members of his board of 
directors have stated that the customary annual audit, in this year of depres­
sion, might well be dispensed with as an unnecessary luxury. 
Prepare a brief letter which he may pass on to his board of directors. 
Question 4: 
Explain fully what is meant by the phrase "auditing accounts by compari­
son and inspection." 
Question 5: 
What items other than customers' accounts are often found in a receivable 
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ledger? How would you dispose of them for balance-sheet purposes? 
Question 6: 
What is meant by aging accounts receivable, and what process would you 
follow in verifying the aging prepared by the company's bookkeeper? 
Question 7: 
During 1931 you find that certain minority stock interests held for many 
years as investments by the Z Company were exchanged for real estate bonds, 
several of which were in default before the end of the year. The par value of 
the bonds is, however, greatly in excess of the cost of the stocks exchanged, and 
the excess has been credited to capital surplus account. What principles should 
govern in determining the income or loss (a) for Federal income tax purposes, 
and (b) for the purposes of preparing a balance sheet and statement of profit 
and loss which you may certify to without qualification? 
Question 8: 
Criticize the following audit certificate: 
To the President: 
At your request, we hereby certify to you that we have audited the books 
of your company, the Apex Manufacturing Industries, Inc., and that the at­
tached balance sheet at December 31, 1931, is in conformity therewith. We 
further certify to you that all ascertained liabilities have been given expression 
to therein. 
GOOD AND TORO, 
Certified Public Auditors. 
Question 9: 
In your audit of the books of the Gable Sales Company, dealer in automo­
biles, you find on hand 14 used cars, acquired in trades, having a total book value 
of $4,800.00. The book value represents the trade-in values at which the used 
cars were acquired. The cost up to the end of the fiscal period of putting the 
14 cars in salable condition was $643.19, which has been charged to expense, 
and in addition, it is estimated that approximately $550.00 will be required to 
complete the overhauling before they can be sold. Not more than $3,500.00 
is, however, expected from the ultimate sale of these cars and you are informed 
that the experience of the dealer has been fairly uniform in this respect. A com­
mission of a flat 10% is allowed salesmen on all used-car sales. 
How would you express these items in your report to the company? 
Question 10: 
An investment trust company of the management type maintains the fol­
lowing surplus accounts: 
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(1) Capital surplus; in this account are credited and debited gains and 
losses arising from the valuation of securities on hand at market prices at 
December 31 of each year. On December 31, 1931, the debit balance in this 
account was $42,346,655.18. 
(2) Surplus from realized security gains; to this account are transferred 
gains or losses previously credited or debited to capital surplus with respect to 
investments sold, together with any further gain or loss resulting from move­
ments of market values since the next previous December 31. On December 
31, 1931, the debit balance in this account was $5,368,775.54. 
(3) Earned surplus; to this account are credited interest and dividends 
received less administrative expenses and interest paid. The account is debited 
with cash dividends paid on preferred and common stocks and in 1931 it was 
credited with the sum of $49,500,000.00 which arose from the reduction in the 
declared value of the common stock outstanding from $27.50 a share to a par 
value of $5.00 a share. The credit balance of this account at December 31, 
1931, was $48,689,230.69. 
In the minutes of a special meeting of the stockholders on December 12, 
1931, you find that the reduction in value of the common stock was approved 
and that the credit to earned surplus was authorized, against which, according 
to the resolution, "any debit balances of other surplus accounts shall be carried." 
In preparing a balance sheet of the company at December 31, 1931, how 
would you display the item of surplus? 
Question 11: 
Prepare an audit program to cover the current liabilities of a manufac­
turing company with which you are acquainted. 
Question 12: 
During the course of your audit of the accounts of the Y Company, you 
discover an account, detailed below, covering merchandise shipped to customers 
on consignment. 
Particulars Dr. Cr. 
Balance, January 1, 1931 at billing prices to customers 
(factory cost $14,214.96) $ 18,834.12 
Shipments to customers at billing prices (factory cost 
$93,531.63); offsetting credit to sales 127,386.91 
Cash received from customers as indicated by 
following account-sales rendered: 
Sales (factory cost $88,326.53) $139,426.91 
Less: 
20% commission $27,885.38 
Freight, storage, 
and other charges. . . 1,263.81 29,149.19 $110,277.72 
Defective merchandise returned by customers, credited to 
this account at billing price and charged to defective 
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merchandise (an expense) account. Factory cost of 
these returns was $4,383.66, and the merchandise 
5,568.11 
Totals $146,221.03 $115,845.83 
30,375.20 
$146,221.03 $146,221.03 
Prepare journal entries adjusting the above-mentioned account and state 
how you would treat the balance on the financial statements of the company 
at December 31, 1931. 
MINNESOTA STATE BOARD OF 
ACCOUNTANCY 
EXAMINATION QUESTIONS 
Commercial Law and Economics 
FRIDAY, MAY 20, 1932 — 1:00 P.M. to 5:30 P.M. 
NEGOTIABLE INSTRUMENTS 
(Answer 3) 
Question 1: 
Plaintiff brings a suit in replevin to recover from defendants who are 
stockbrokers, a certain promissory note, payable to bearer, stolen from plain­
tiff, but acquired by defendants in due course. The note recited "This note is 
secured by a mortgage on real property in (Your) County, State, of even date 
herewith." The mortgage thus referred to contains provisions that would be 
destructive of negotiability if contained in the note, for example, a provision 
that if the mortgagor does not pay the taxes on the mortgaged real estate, the 
mortgagee may pay them and add the amount to the debt. Defendants claim 
that the provision above quoted makes the note non-negotiable because the two 
instruments constitute one transaction and must be read together. 
(1) What facts must exist to constitute said brokers "holders in due 
course?" 
(2) If the note is non-negotiable have the brokers a good title? 
(3) Same question if it is negotiable? 
(4) Does the above-quoted language make the note non-negotiable? 
(5) If the note should provide that it is secured by a mortgage "the pro­
visions of which are hereby made a part hereof," would it be negotiable? 
Question 2: 
In a case it was shown that a firm carried a checking account with a 
National Bank and on February 4, March 9, and April 26, 1927, drew three 
checks on said bank, all payable to order of John L. Melkus. These checks 
were handed to an employee, for delivery to Melkus. They were never deliv­
ered to Melkus but the employee or some one else forged the name of the 
payee, cashed them at another bank, and in the regular course of business 
the checks were paid by drawee bank. Suit was brought by drawer against the 
drawee bank. These questions are presented: (1) Is the drawee bank obliged 
at its peril to ascertain the genuineness of the indorsements? (2) Is a depositor 
obliged to examine indorsements and determine whether they are genuine or 
not and report to the bank? 
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Question 3: 
Plaintiff was a holder in due course of a trade acceptance payable at a 
fixed date, with a provision for acceleration of maturity at the option of the 
holder "upon the acceptor hereof suspending payment, suffering a fire loss, 
disposing of his business, giving a chattel mortgage, or failing to meet at ma­
turity any prior trade acceptance." 
It is claimed by defendant (the acceptor) that this instrument is non-nego­
tiable by reason of these provisions for acceleration on the theory that they 
render time of payment uncertain. 
(1) Define and state the purpose of a trade acceptance. 
(2) What advantage might the acceptor gain if the court holds this instru­
ment non-negotiable? 
(3) Do any of the said provisions in this instrument render it, in your 
opinion, non-negotiable? 
Question 4: 
A. B. drew a check on the National Builders Bank payable to the order 
of C. J . C. J . presented it to the drawee bank for payment, which was refused, 
although there were sufficient funds on deposit to cover the amount of the 
check. Has C. J . any case against the drawee bank? Why? 
Question 5: 
Define and illustrate: 
(1) Special indorsement; 
(2) Qualified indorsement; 
(3) Restrictive indorsement; 
(4) Anomalous or irregular indorsement. 
(Give the purposes of the above indorsements.) 
Question 6: 
A sends B a check payable to B, or order, drawn on First National 
Bank of Blankville. B is out of town at the time and the check lies on B's desk 
for a week. On B's return he promptly banks the check, but the drawee bank 
had closed its doors three days before, with insufficient assets to meet liabilities. 
On whom is the loss? 
PARTNERSHIPS 
(Answer 2) 
Question 1: 
A, B and C form a partnership, each contributing as capital $5,000.00. 
Later A puts in $10,000.00 more by way of a loan. The firm goes into bank­
ruptcy. Is A's claim provable in competition with the claims of other cred­
itors? Why? 
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Question 2: 
Henry Smith deals with John Doe in a transaction having no connec­
tion with Doe's firm. Doe gives Smith a note of the firm. Can Smith recover 
on this note against the firm members? 
Question 3: 
Suppose in the above case, Smith indorses the note in due course to 
Jones. Jones supposes the note to have been given in a partnership transaction. 
Can Jones hold the members of the partnership? 
Question 4: 
A and B conduct a partnership business under the name of "A, B and 
Company." They incorporate as "The A. B. Company." C sold goods to the 
partners prior to incorporation and was paid therefor. After incorporation he 
sells more goods to the concern, not actually knowing it has been incorporated. 
The corporation becoming insolvent, C seeks to hold A and B personally on 
the ground he was not notified of the partnership's dissolution. Decide. 
CORPORATIONS 
(Answer 3) 
Question 1: 
A corporation issues a six per cent preferred stock which is declared 
to be non-cumulative. The corporation builds up a surplus which it puts into 
improvements. It pays no dividends for several years. It then declares a pre­
ferred dividend of 6% and a common dividend of 12%. A preferred stock­
holder objects on the ground (1) That inasmuch as the corporation could have 
paid a dividend for each year, the preferred stockholders are entitled to divi­
dends for all past years before the common stockholders can receive dividends; 
(2) That nothing being said in the charter about participation or non-partici­
pation the preferred is entitled to share with the common in any dividends 
over 6%. Is either contention correct? 
Question 2: 
A owned 500 shares of preferred stock which was subject to redemp­
tion "at the book value of the stock as shown by the last annual statement of 
assets and liabilities of the company submitted to and approved by the board 
of directors." The board voted to redeem at a price which by reference to the 
statement was fixed at $323.21 per share. A claims the true book value was 
$1,250.00 per share. On what theory, if any, can A prevail in an attempt to 
overthrow the director's fixing of the book value? 
Question 3: 
James Smith is a general contractor and procures the general contract 
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covering the erection of a large factory. He is required by the contract to give 
a completion bond to assure the completion of the building at a specified date, 
with surety thereon. Smith advises the X Lumber Co. (chartered to do a lumber 
business) that he will give it the lumber contract if it will sign his bond. The 
company agrees and the bond is signed. The X Lumber Company is now sued 
as surety on the bond. Defense: ultra vires. Is this a good defense? Why? 
Question 4: 
A owns a share of stock in the X corporation. He asks to see its books 
of account. The officers refuse unless he will show his reason. He thereupon 
brings suit to compel the officers to let him see said books. Will the court 
compel him to disclose his reasons? 
Question 5: 
A dividend of 2% is declared on the stock of X Corporation; date of 
declaration July 1st; date of payment July 20. Nothing is said about date of 
record. A is stockholder on July 1. He sells the stock on July 15 to B, who 
holds through July 20. As between A and B, who is entitled to this dividend? 
By what provision in the declaration would the above conflict be avoided? 
Was the above declaration in accord with modern practice? What is meant 
by the phrase "the stock goes ex dividend on (a certain day)"? 
Question 6: 
If a travelling salesman for an Illinois corporation takes orders in Iowa 
from Iowa tradesmen, is the corporation "doing business" in Iowa, so that it 
must comply with the Iowa Foreign Corporation Law applying to corporations 
of other states doing business in that State? Why? 
CONTRACTS 
(Answer 3) 
Question 1: 
A leases premises to B, using a printed form of lease which provides as 
a part of the printed form that B shall pay the taxes. It is written in the lease 
in long hand that A shall pay the taxes. Do these conflicting provisions make 
the whole lease negatory? Or make both provisions invalid? Or will one be 
enforced and not the other? Explain. 
Question 2: 
The A. C. Re-Roofing Co. entered into a written contract with Wil-
liams to put an asphalt shingle roof on Williams' building for $315.00. The 
contract provided that the Roofing Co. should remove the old roof. The 
Roofing Co. on attempting such removal discovered it could not do so without 
breaking all the old shingles, whereupon, without consulting Williams, it 
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placed the new shingles over the old. It now sues for the contract price in 
which it claims it is entitled to recover because the provision as to removal of 
the old roof could be ignored as immaterial, and there has been substantial 
performance. 
(1) Can the Roofing Company recover the contract price on the theory of 
substantial performance? 
(2) Can the Roofing Company recover any amount on the theory of bene­
fits conferred? 
Question 3: 
Armstrong owed Lane upon a promissory note. Armstrong later went 
into bankruptcy, listing Lane as one of his creditors and then obtained his dis­
charge. Later, Armstrong wrote Lane a letter, saying: "You can count on 
getting a part of the money I owe you this fall. I can't say how much, but 
you are on the list to be paid first." This he signed and sent. Not paying Lane 
anything, Lane sues, on the theory that Armstrong after being discharged in 
bankruptcy, made a new promise to pay. 
Armstrong defends: 
(1) If he made a new promise it was without consideration; 
(2) His letter did not constitute a promise. 
Is either contention sound? 
Question 4: 
A orally promises B that if B will extend a certain amount of credit to 
C within a certain period, he, A, will pay if C does not. B agrees to extend the 
credit and does so in accordance with A's promise. When C does not pay the 
bill, B notifies A and requests payments by A. A then writes a letter to B in 
which he acknowledges that he made the promise but states that he is advised 
by counsel that he cannot be held because the promise was not in writing, and 
that he does not choose to pay. He ends by saying "It is your own fault. You 
should have seen to it that I put my promise in writing" and signs the letter. 
B sues A and A pleads the "statute of frauds." Who will win this suit? Why? 
Question 5: 
A is an accountant. He enters the employ of B, an accountant, under 
a contract for one year's service, with an agreement that after the expiration of 
the year he will not conduct an accounting business in the same city for a period 
of six months. Is this agreement valid? Why? 
Question 6: 
A minor, attending X College, rents a room for $5.00 per week for the 
school year. He occupies it three months and then abandons it. He is sued for 
the year's rent. Can he be held? 
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BANKRUPTCY 
(Answer 2) 
Question 1: 
E. P. W. mortgaged his real estate to Curtiss. The mortgage purports 
to cover the real estate "and the rents, issues and profits thereof." E. P. W. 
then goes into bankruptcy. 
(1) Can this bankruptcy proceeding nullify the mortgage? 
(2) Assume that the trustee in bankruptcy collects rents from this prop­
erty. Do they become assets available for the general creditors, or is Curtiss 
entitled to them by virtue of the lien of his mortgage? 
Question 2: 
C is a general creditor of D who has many general creditors. D pays C 
in full and a month later goes into bankruptcy. On what condition, if any, can 
the trustee in bankruptcy set aside the payment to C? 
Question 3: 
A, an accountant, writes a book for the X Publishing Company, which 
gives him a right to royalties of ten per cent of the wholesale price on all books 
sold, payable annually, throughout the life of the copyright. When the copy­
right has yet ten years to run A goes into bankruptcy. Does the bankruptcy 
operate to transfer his right to future royalties to the trustee in bankruptcy? 
Why? 
Question 4: 
D, a minor, recklessly drives his automobile whereby he injures C. C 
sues D and pending the suit and before judgment D goes into bankruptcy. Is 
the claim discharged? Suppose he goes into bankruptcy after the judgment, 
would your answer be the same? Can a minor be made a bankrupt? 
FEDERAL INCOME TAX 
(Answer both) 
Question 1: 
What basis may be employed in determining profit or loss from a sale 
in 1931 in the case of personal property acquired by: 
(a) Gift? 
(b) Inheritance? 
Question 2: 
What persons or business enterprises are required by the Revenue Act 
of 1928 to file: 
(a) Informational returns? 
(b) Income tax returns? 
17 
E C O N O M I C S A N D P U B L I C F I N A N C E 
(Answer 3) 
Question 1. Explain the theory on which the Reconstruction Finance 
Corporation was established. Outline what you believe will be its temporary 
as well as ultimate effect on economic conditions. 
Question 2. Melvin A. Traylor, President of the First National Bank of 
Chicago, brought out in a recent address the fact that at the present time the 
total governmental tax levies require the payment of the income from one full 
day's work a week on the part of every man, woman and child in the United 
States. The public payroll has grown within a few years from one in every 
twenty-two people to one in every eleven. If you were a member of Congress 
or a member of the Legislature or a member of the Common Council, how 
would you suggest that this governmental load could and should be lessened? 
Question 3. List by groups the various ways in which the local (town­
ship or city), State and national governments are engaging in business, as dis­
tinguished from governmental, activities. 
Question 4. Explain the economic differences resulting from wage scale 
cuts, part time work schedules at present rates or compulsory furloughs with­
out pay. 
Question 5. In your judgment, has the development of branch banking 
been helpful to the general economic condition of the country? Give reasons 
for your opinion. 
Question 6. Name, without explaining, what you believe to be the fac­
tors which in the first instance caused the present industrial break and in a 
second group name the factors which have tended to retard a return to a more 
nearly balanced economic condition. 
MINNESOTA STATE BOARD OF 
ACCOUNTANCY 
EXAMINATION QUESTIONS 
Practical Accounting 
THURSDAY, MAY, 19, 1932 — 1:00 P.M. to 5:30 P.M. 
Problem 1: 
The following letter and two financial statements have been submitted 
to your client who contemplates investing $100,000.00 in the T Corporation. 
Your client turns the letter and the exhibits over to you, requesting that you 
give your opinion of the company's financial position and of the advisability 
of making the investment suggested. Write a letter to Mr. Blank. If you think 
the situation justifies it, state what further information Mr. Blank should re­
quest from the company. 
T CORPORATION 
Builders -- General Contractors 
135 Reed Avenue 
May 19, 1932. 
Mr. George L. Blank, 
City. 
Dear George: 
Complying with the request you made during our recent conversation, I 
am forwarding herewith statements prepared by our bookkeeper on April 30. 
As you will notice, we are now in pretty good shape, aside from the need of 
ready cash. We have built up a substantial surplus during our corporate life of 
eleven years, and we are realizing a net profit of over 10% on our recent con­
tracts. Furthermore, while we have secured no contracts not now in process, 
we have excellent prospects of securing several very large contracts around the 
first of June that will keep our organization busy throughout the remainder of 
1932. By the close of this year we hope that at last we shall be on a dividend-
paying basis. 
As the balance sheet indicates, our common shares now have a book value 
of over $103.00 each. However, rather than obligate ourselves to the banks 
for further short-term loans, our shareholders have agreed that we should 
sacrifice some of our present equity in order to obtain permanent capital and 
thus take care of our immediate necessities and provide for normal expansion. 
We therefore offer to sell you 2,000 shares of our no-par common stock 
at $50.00 per share. We believe this offer will appeal to you as a first-class 
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investment and will give us working capital that will insure our future growth 
and success. Yours very truly, 
SILAS R. MANN, President. 
T CORPORATION 
BALANCE SHEET — APRIL 30, 1932 
ASSETS 
Cash $ 1,748.62 
Receivables: 
Completed jobs $ 45,814.70 
Jobs in process $645,673.12 
Less—Costs to be incurred on 
uncompleted jobs 352,017.60 293,655.52 339,470.22 
Inventories, materials and supplies: 
In stockroom $ 18,241.37 
In process 55,608.26 73,849.63 
Bonds and mortgages accepted in settlement 
of debtors' accounts 33,000.00 
Real estate, tools, trucks and equipment 167,312.33 
Organization expenses 3,391.68 
Prepaid expenses: 
Insurance, licenses and office supplies $ 973.50 
Engineering work on prospective jobs 3,361.72 
Overhead, to be absorbed by jobs in process 45,305.86 49,641.08 
Goodwill 100,000.00 
Total assets $768,413.56 
LIABILITIES 
Bank loans $ 45,000.00 
Accounts payable, including unpaid invoices on jobs in process 357,900.79 
Accrued wages 2,519.72 
Accrued interest 5,215.16 
Accrued taxes 3,800.00 
First mortgage on real estate 47,250.00 
7% cumulative preferred stock, $100.00 par 100,000.00 
No-par common stock, 2,000 shares outstanding 100,000.00 
Surplus 106,727.89 
Total liabilities $768,413.56 
T CORPORATION 
STATEMENT OF PROFIT OF JOBS IN PROCESS 
April 30, 1932 
Particulars Amount 
Total contract prices $1,715,942.60 
Cash received to date 1,070,269.48 
Cash to be received $645,673.12 
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Disbursements to be made: 
Unpaid invoices applicable to jobs $ 121,478.91 
Labor necessary to complete (estimated) 213,593.08 
Materials to be purchased (engineer's estimate). 106,422.92 
Overhead (10% of prime costs to be incurred). 32,001.60 473,496.51 
Estimated net profit to be realized on jobs in process $172,176.61 
Percentage of net contract prices 10.03% 
Problem 2: 
From the following information prepare a statement showing the sources 
from which funds were derived and the manner in which they were disposed 
of during the year 1931: 
MONO PRINTING COMPANY 
TRIAL BALANCES — DECEMBER 3 1 , 1930 AND 1931 
December 31 
Account 1930 1931 
Cash in bank . $ 10,270.08 $ 17,344.40 
500.00 1,000,00 
Sinking fund trustee 2,816.25 6,041.67 
307,313.09 210,786.55 
115,504.53 78,555.18 
6,205.99 4,327.14 
26,252.49 19,711.42 
Cash surrender value of life insurance policies 13,417.52 10,815.30 
3,995.51 2,904.69 
Land, buildings, machinery and fixtures . . . . 723,330.06 733,683.83 
51,269.70 66,420.37 
$1,260,875.22 $1,151,590.55 
$ 51,623.87 $ 42,098.32 
39,267.40 28,764.81 
Notes payable on purchases of machinery . . . 65,896.02 
Accrued interest on machinery notes 689.90 
180,000.00 170,000.00 
Accrued interest on first mortgage bonds . . . . 1,350.00 1,275.00 
24,930.20 18,447.08 
147,982.66 172,224.97 
600,000.00 650,000.00 
149,135.17 68,780.37 
$1,260,875.22 $1,151,590.55 
The value of land, buildings, machinery and fixtures was increased by 
purchases of new equipment totaling $25,149.08; at the same time, old equip­
ment costing $14,795.31 upon which there was accrued depreciation of $10,-
040.69, was sold for $2,575.00. Depreciation charged to expense during 1931 
amounted to $34,283.00. 
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Following is an analysis of investments: 
On hand 
at December 
Kind Acquired Cost Selling price 31,1931 
500 shares Center Paper Co. stock 
( ¼ of total capitalization) 4 / 3 / 2 8 $50,000.00 $50,000.00 
Public utility bonds 11/20/30 1,269.70 $ 1,275.00 
Public utility bonds 6/10/31 10,425.00 10,650,00 
Public utility bonds 9/22/31 5,000.00 5,050.00 
Public utility bonds 12/25/31 16,420.37 16,420.37 
Totals $83,115.07 $16,975.00 $66,420.37 
Bonds represented a temporary investment of surplus cash. 
Of the machinery notes unpaid on December 31, 1930, $37,902.40 were 
due in 1932 and subsequent years; all machinery notes were liquidated by the 
payment of $50,000.00 in capital stock and the balance in cash. 
Mortgage bonds totaling $25,000.00 mature on May 15, 1932, and a 
similar amount on November 15, 1932. 
Following is an analysis of the sinking fund trustee account: 
Cash: 
Balance, January 1, 1931 $ 2,816.25 
Receipts: 
Cash deposited for payment of principal and interest.. 23,933.34 
Proceeds from sale of securities 17,325.00 
Interest received 623.02 $44,697.61 
Disbursements: 
Purchase of securities $22,200.00 
Accrued interest purchased 224.99 
Bonds redeemed 10,000.00 
Bond interest paid 10,650.00 
Trustee's fees and expenses 405.95 43,480.94 
Balance, December 31, 1931 $ 1,216.67 
On hand 
Securities: at December 
Kind Cost Selling price 31,1931 
Real estate bonds $ 7,500.00 $ 7,500.00 
Railroad bonds 9,875.00 9,825.00 
Utility bonds 4,825.00 $ 4,825.00 
Totals $22,200.00 $17,325.00 $ 4,825.00 
Total cash and securities 
Prepaid expenses are to be treated as current assets. 
$ 6,041.67 
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The reduction of officers' notes receivable represents the payment of the 
note of a retiring officer. 
Cash surrender value of life insurance policies was increased by $7,397.78 
and decreased by a loan on the policies of $10,000.00. 
Deferred bond expense was decreased by the annual write-off provided 
for in an amortization schedule. 
Operating losses for 1931 amounted to $80,354.80, after deducting a re­
fund received on 1929 Federal income tax of $4,157.20 and accrued interest 
thereon of $244.23. 
Problem 3: 
The AB Machinery Company produces a certain specialty which sells for 
$250.00. Anticipating an increase of 10% in labor costs and an increase of 5% 
in the cost of raw materials, the management asks you to determine what selling 
price must be established to produce the same percentage of gross profit as 
that realized heretofore. 
The only figures thus far made available to you are the following: 
The current ratio of material costs to cost of sales is 43%; labor costs are 
36% and burden 21%. You are informed that the increased costs which are 
anticipated would effect a decrease of 23% in the amount of present gross 
profits if the present selling price were maintained. 
Prepare a brief statement of profit and loss per unit showing the desired 
new selling price and the new costs per unit. 
Problem 4: 
You are requested to recast the following balance sheet in such a manner 
that all the facts will be properly and effectively portrayed. You may use the 
figures given in the balance sheet and in the data following in any way you 
may see fit but no adjustments to the figures themselves are required. Write 
an audit certificate which you would be willing to attach to the statements. 
M . N. X. RESTAURANT SUPPLY CO. Exhibit I 
BALANCE SHEET — MARCH 31, 1932 
ASSETS 
Current Assets: 
Cash on hand and in banks $ 26,418.32 
Accounts receivable, net 195,024.18 
Notes receivable and accrued interest.. 14,296.80 
Inventories: 
Finished goods $95,090.61 
Raw materials 14,540.02 
Work in process 41,210.38 
Factory supplies 674.76 151,515.77 
Unexpired insurance premiums 344.29 
Prepaid interest on bank loans 200.00 
Unamortized bond discount 9,702.67 $397,502.03 
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Goodwill 1.00 
Fixed Assets: 
Land $ 50,000.00 
Buildings 94,793.33 
Furniture and fixtures 5,631.36 
Automobiles 4,306.66 
Machinery 76,135.25 
Total $230,866.60 
Reserve for depreciation 82,131.23 148,735.37 
Total assets $546,238.40 
LIABILITIES AND NET WORTH 
Current Liabilities: 
Accounts payable $ 99,111.11 
Bank loans 40,000.00 
Accrued wages 1,125.03 $140,236.14 
First Mortgage Bonds 100,000.00 
Preferred stock $100,000.00 
Common stock 50,000.00 150,000.00 
Surplus 1 5 6 , 0 0 2 . 2 6 
Total liabilities and net worth $546,238.40 
The following information is to be considered: 
(a) The cash account is composed of: 
Petty cash funds $ 1,000.00 
Cash in unrestricted checking account 24,986.52 
Overdraft in payroll bank account * 68.20 
Deposits with telephone and electric light companies... 500.00 
Total $ 26,418.32 
*Red. 
(b) Accounts receivable consist of: 
Trade accounts $206,510.11 
Employees' accounts, current 6,428.12 
Reserve for bad accounts * 17,914.05 
Net $195,024.18 
*Red. 
(c) Analysis of trade notes receivable: 
Past-due notes $ 3,000.00 
Notes not yet due 11,078.00 
Accrued interest 218.80 
Total . . . . . $ 14,296.80 
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All notes are considered collectible. 
(d) Inventories are priced at the lower of cost or market except for the 
supplies, which are priced at cost. 
(e) Goodwill was originally set up at $50,000.00 and represented the 
stated value of 5,000 shares of no-par-value common stock given to present 
officers on April 1, 1925, for their services in organizing the company. The 
account was written down to $1.00 in 1930. 
(f) The fixed assets are at their appraised values which is compared with 
cost in the following summary: 
Asset —Depreciation Reserve— 
Asset Cost Appraisal Per Books Appraisal 
Land $ 10,000.00 $ 50,000.00 
Building 90,739.99 94,793.33 $23,629.60 $22,843.80 
Furniture and fixtures.. 5,631.36 5,631.36 3,930.36 3,930.36 
Automobiles 4,306.66 4,306.66 2,110.19 2,110.19 
Machinery 68,336.26 76,135.25 49,390.29 53,246.88 
Totals $179,014.27 $230,866.60 $79,060.44 $82,131.23 
The appreciation was credited to surplus on March 31, 1932, the date of 
the appraisal by the General Appraisal Company. 
(g) First mortgage bonds of $100,000.00 bear 6 % interest which has 
been paid to March 31, 1932. The bonds mature in annual installments of 
$10,000.00 until March 31, 1938, when the balance of $50,000.00 becomes due. 
(h) The preferred stock is 6 % cumulative stock and consists of 1,000 
shares having a par value of $100.00. No preferred dividends were voted dur­
ing the year ending March 31, 1932, although preferred stockholders have regu­
larly received their dividends to March 31, 1931. The preferred stock was sold 
at date of incorporation at a premium of $5,000 which was credited to surplus. 
( i ) Analysis of the surplus account follows: 
Particulars Dr. Cr. 
$ 5,000.00 
Appreciation of fixed assets 48,781.60 
Goodwill written off . $ 49,999.00 
36,000.00 
18,000.00 
Earnings, less a loss for the year 
ending March 31, 1932, of $9 ,654 .29 . . 206,219.66 
. $103,999.00 $260,001.26 
Balance, March 31, 1932 156,002.26 
$260,001.26 $260,001.26 
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(j) The company is contingently liable for discounted notes amounting 
to $10,000.00. 
(k) Finished goods carried at an inventory value of $59,930.36 are in 
public warehouses and the warehouse receipts have been assigned to the bank 
as security for the loan of $40,000.00. 
